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BAUCUS
FEDERAL HOUSING PROGRAMS AND
THEIR SIGNIFICANCE FOR MONTANA
-An Address By
MAX BAUCUS
Congressman, Western District of Montana
Delivered to the Rural Housing Conference
University of Montana
February 23, 1975
I would like to thank you all, once again, for
attending the hearing this morning and for offering me your
views on the problems facing the Montana housing industry.
I don't claim to be an expert on housing, and I very much
value the views you have offered me thus far. I do hope
that in the remaining hours of this hearing, you will continue
to be as candid and responsive as you have been this morning.
When I went to Washington last year, I knew very little
about housing. I own a house -- or at least the bank does --
so I did have at least some experience with the relatively
perplexing field of housing finance, as seen by the consumer.
Of course, I have also rented houses before, as I am now in
Washington, so I have had some feel for the problems that
tenants face.
But none of this background qualifies me as a housing
expert. Indeed, my experiences were no more extensive than
probably anyone in this hearing -- and I'm sure far less exten-
sive than most.
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However, when I arrived in Washington and was assigned
to a committee, I was made an instant housing expert -- or at
least people thought I should be. As a member of the House
Appropriations Committed, I serve on two subcommittees -- the
HUD subcommittee and the Agriculture subcommittee. Nearly all
federal monies devoted to housing programs arise from those
subcommittees.
So for the past fourteen months, I have been immersed
in the alphabet soup of federal housing programs. Numbers like
221d3, 235, Section 8, 502, 515, GNAA, FNI4A, Freddie Mac and a
whole host of other labels were thrown at me for several months
before I had the foggiest idea of what was going on.
I do not claim yet to have a full grasp of the significance
and operation of each of these programs, but I am trying to learn.
Much of the discussion this morning was useful to me in helping
to get a firmer grasp of the significance and operation of these
programs.
As I have traveled around the First Congressional
District over the course of the past year, I have encountered
hundreds of people who have directly and indirectly raised housing
issues with me. Lumber mill owners and workers are continually
expressing their despair at the slack in demand for timber
products. Builders and building trade workers tell me about the
reduced demand for housing construction and the consequent
adverse impact on building trade employment.
As I drive around the district, it is easy to see that
many people lack the financial resources to maintain their homes.
And, when I read the monthly employment report published
by the State Employment Security Division, I can't help but
- 3 -
notice the continuing decline in building permits for new and
remodeled homes in the Western District.
I know we have problems in the national housing industry
and the Montana housing industry. I know many of these problems
are related to the role of the federal government. All of this
strikes me as obvious. What I don't know are the specific
housing production interrelationships between the federal, state
and local government and the private housing industry, including
the lenders, the builders, the sellers and the consumers.
It was this lack of specific knowledge, particularly
with respect to the Western District, that prompted me to hold
this hearing.
As I planned for the hearing, I considered focusing it
on a specific housing issue. For example, the problems in the
administration of the Section 8 program, or, perhaps, the
problems caused by the Real Estate Settlement Procedures Act.
However, although I would gain a far greater insight to one
of those issues by holding a single hearing on it, I thought
it would be more helpful first to give the people in the District
an opportunity to express their problems with the Feds and the
housing industry. Admittedly, many issues have and will continue
to be raised-during this conference and it will be difficult
to walk away with a feeling of satisfaction that something will
be accomplished as a result of you raising your concerns.
On the other hand, my hope is that by identifying
the range of problems facing the housing industry in the Western
District, I will be able to pick and choose those particular
issues that, as a member of the Housing Appropriation subcommittees,
I will have the best opportunity to deal directly with.
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I would like to divide the remainder of my remarks into
two sections: First, an overview of the national housing industry,
and second, my perceptions of the problems of housing in Montana.
National Housing Overview
In 1949, Congress established as a national housing
goal the provision of a "decent, safe and sanitary home for
all Americans." The National Housing Act of 1949 was an ambitious
one. Among other things, it established the urban renewal program
that cost the federal government billions of dollars throughout
the 1950's and 1960's. Additionally, it substantially increased
the subsidies available for public housing.
However, by the mid-1960's it became apparent that the
national housing goal was not being met. Millions of people
still lived in sub-standard housing. Or, in the words of the
statute, many people lived in houses that were neither decent,
safe nor sanitary.
Numerous Presidential and Congressional commissions
studied the problem of housing production. In 1968 a new
tactic was taken. Instead of setting general goals, the decision
was made to establish concrete objectives. Thus, a 26 million
unit housing construction objective was established for the ten
year period following the enactment of the 1968 housing act.
That legislative objective suggests that we should
be producing 2.6 million units of new housing in the United States
each year. What is our progress in meeting that objective?
Regrettably, we are not even close. In 1975 less than 1.2 million
housing starts were reported. This was the lowest figure recorded
in the last 29 years. (In 1946 one million units of housing were
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started during the first year of the post-World War II period.)
Total housing starts in 1975 included 10,900 public
housing units - a figure that was 26 percent below the 1974
figure.
Private single family starts were up less than one-half
percent over 1974, while multi-family starts declined by more
than 40 percent from 450,000 units to 270,000 units.
The latest statistics for housing construction are not
encouraging. The seasonally adjusted annual rate of housing starts
declined 3.3 percent in December. Single family starts were down
5 percent to a rate of less than one million units, while the
multi-family rate increased slightly.
In the annals of housing economics, 1975 will undoubtedly
be considered the worst year in the post-World War II period.
As bad as 1975 was statistically, it still does not
portray the trend in production. The first quarter of 1975 was
a continuation of a decline which began in the first part of 1973.
After last year's first-quarter low, both starts and permits
edged up slowly for the rest of the year.
According to estimates made by various housing experts,
housing production in 1976 is expected to continue a slow upward
trend which began last year. Perhaps we will see as many as
1.5 million housing starts -- better by far than our production
in 1975, but far below what is needed to meet our national
housing needs.
One thing can be deceptive in looking at housing
statistics. Too often, comparisons are restricted to this year
versus last year. In viewing national housing construction
trends, it is important to look at a four to five year period,
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at the very least. In doing that on housing starts, the following
pattern emerges. 4
Total housing starts in 1970 stood at a level of
approximately 1.5 million. In 1971, that figure rose to 2 million.
1972 -- the highest housing production year ever achieved in
the United States -- registered a figure of.nearly 2.4 million
units. 1973 experienced a reduction back to the 1971 level of
approximately 2.1 million units. Then came 1974 and 1975 --
with starts at the 1.4 million and 1.2 million units levels,
respectively.
As I look at these statistics, the one thing that
strikes me most profoundly is the failure of the federal government
to continue to support national housing production. For example,
in 1972 there were 300,000 single family units financed by FHA,
and 224,000 FHA multi-family units. That production level of
more than one-half million dropped to less than 100,000 in 1974.
What has happened to the federal government? Why has
it been cutting back? What is being done to counter the federal
government's retrenchment in its role as a partner in the housing
production industry?
When I arrived in Washington last year, one of the major
items on the Congressional agenda was to get the national housing
industry moving. In the opening months of the 94th Session,
considerable activity was focused on the development of an
emergency housing bill. Final action was taken on that bill
in late Spring when it was approved by both houses. Unfortunately,
it was vetoed by the President and Congress was unable to override
the veto. Subsequently, a substantially reduced version of the
emergency housing bill was signed into law just prior to the
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July 4 recess. At that time, the Administration expressed
encouragement about the national housing industry, and the President
said that the May 1970 figures, which showed an increase in the
rate of housing starts, indicated that the housing industry's
health was substantially improving. Unfortunately, it hasn't.
The emergency housing bill provided two major
housing initiatives. First, it authorized up to $10 billion
to be purchased by HUD for a 7.5 percent interest rate. I
will have more to say about that program in a few minutes.
Secondly, it established a loan program of $250 a month for
two years to jobless homeowners who were unable to meet their
mortgage payments.
s Later in the year, the House Appropriations Committee
approved additional subsidies for rural housing by increasing
the Farmers Home contract authority by $.5 billion.
How has the Administration responded to these Congressional
initiatives?
In 1973 the Administration virtually shut down all
HUD subsidy programs. Its reasons. for doing so included a
failure to adequately control the quality of housing production,
an alarming increase in mortgage defaults on government
guaranteed loans, and a significant increase in inflation, which
was attributed in part to the government's expanded role in
supporting housing production.
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By cutting off the HUD subsidy programs, the Administration,
in my judgment, has made a'bad situation even worse.
Each year the President gives Congress an annual progress
report on the national housing goals as he is required to by
the 1968 act. This report has become little more than a paper
exercise in showing us where the national goals have been
abandoned, because the President explicitly says in this document
that he believes that it is a mistake to try to meet those
goals and that the Administration has no intention of meeting
them.
The HUD budget summary for the 1977 fiscal year is
but another installment in this grim story. As I noted earlier,
there were fewer than 25,000 construction starts last year in
the public housing program nation-wide. There were fewer than
3,000 starts due to this rent supplement program. And, for the
widely heralded Section 8 program, there was a grand total of zero
starts. In fact, just about the only real action in subsidized
housing spending by HUD for the coming year will probably be
to put aside money to allow local housing authorities to
bail the federal government out of property it had to foreclose
on in previous years.
The HUD budget for fiscal year 1977, which begins in
October of this year, is virtually identical to the 1976 budget.
HUD proposes to build 125,000 units of new or sustantially
rehabilitated housing. It puts money into 165,000 units of
existing housing, and it provides for about 100,000 units of
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housing in other program categories. All told, it would provide
nearly 400,000 units of housing -- a figure substantially below
the publicly supported housing levels achieved during the
1971-73 period.
In short, the 1977 budget for HUD is essentially a
stable budget. But two things hold it back. One is the fact
I already noted -- namely, HUD proposes to build no new public
housing. The second factor is that there is no real guarantee
that the programs will actually build what has proposed to be
funded. Thus, an already inadequate total of 400,000 units is
far from being 400,000 new housing starts.
I should point that in the statistics I am citing from
the HUD budget, I am only considering federal construction programs.
I am not covering other general federal programs that affect
housing finance, such as loans provided by the Federal Housing
Administration, the regulation of savings and loans associations,
or the secondary mortgage market, which is supported in part by-
federally chartered groups such as the General National Mortgage
Association (GNMA). I believe that these latter programs are
probably more important in the long run than direct aids to
subsidize housing if what we are concerned about is the total
number of housing units produced in the country. For example,
I recently joined with many of my colleagues to urge the
Administration to release $5 billion in GNMA funds. This money
could be used to buy private mortgages at a 7.5 percent rate.
At a time when consumer confidence remains at a disturbingly
low level, it is important, in my judgment, to provide stable
low-interest loans for housing consumers.
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Getting back to the direct federal subsidy programs,
we all know that they are administered by either HUD or Farmers
Home. If you look at the conference schedule for the next
few days, you will find many small, but important programs,
such as weatherization, farm labor housing, and self-help
housing. These and other small programs are especially
important now because the Administration is trying to cut many
of them out entirely.
Of the direct federal subsidy programs, I think there
are four that are of critical importance. These are the HUD
administered "maybe yes, maybe no" Section 8 program, the "sometimes
on, sometimes off" HUD 235 program, and the Farmers Home
Administration's programs for home ownership loans (Section 502)
and rental assistance loans (Section 515).
HUD's Section 8 program became effective just a year
ago. Theoretically, it provides funds for new units, units
requiring substantial rehabilitation, and existing units needing
little or no rehabilitation. It is virtually the only HUD
administered program that has direct benefits to low income
families. It is available to low income families who pay a
percentage of their income towards the rent, and HUD covers the
rest. Unfortunately, there has been very little Section 8 activity
in Montana to date.
The real hope for areas such as Montana is to combine
the Section 8 low income assistance program with Farmers Home
rental assistance programs under Section 515. HUD and Farmers
Home have been negotiating for quite some time to work out the
administrative procedure needed to put these two pots of money
-11-
together. Last Friday, I joined with a handful of other Congressmen
who formally requested HUD and Farmers Home to settle these
differences and get on with the work of providing rental housing.
Getting Section 515 money to build rural houses and
Section 8 money to fill these units with people who need low
cost housing is, in my judgment, the only way we can move quickly
to make up the horrible deficit that now exists in rural housing.
We all know that the need is there. According to a report
prepared for me and other members of the Congressional Rural Caucus
by the Library of Congress a few weeks ago, the Farmers Home
home ownership program has provided approximately 50,000 interest
subsidized units each year over the past three years.
FMHA's moderate income rental housing program has averaged
only slightly more than 10,000 units a year over that same
period. Yet, in 1970, there were more than 2 million families
in non-metropolitan areas occupying housing that lacked toilets
and other essential plumbing facilities. Of those households,
more than half were below the poverty line at that time. Thus,
even if all available federal housing programs are used to their
appropriated maximums, the rural housing need is far greater than
the Administration is willing even to begin meeting.
Before moving to specific Montana issues, I would like
to cover briefly a few other national developments that relate to
housing production.
As I noted earlier in my remarks, I believe the most
important thing needed to be done to improve the outlook for the
national housing industry is to increase the private credit
available to housing investors and consumers.
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Congress is currently consideri~ng legislation to make U.S.
banks and thrift institutions more competitive in the nation'.s
financial markets. In response to the banking industry's
periodic shortages of funds in recent years, House and
Senate committees are considering legislation that is designed
to insure a steady flow of private savings through depository
institutions for investment in housing and other credit purposes.
Following conclusions reached by a review of financial
systems that was launched by the Nixon Administration in 1970,
several new bills would break down the regulatory distinction
between banks and thrift insitutions and allow them to offer more
diversified services to attract deposits of funds.
Among other things this legislation would introduce
new tax incentives for mortgage lending by all financial
institutions. Most of the bills would also seek to assure a
supply of mortgage credit by extending, for a five and one-half
year period, existing federal interest rate ceilings that give
thrift institutions an advantage over commercial banks in
attracting savings deposits.
The reason for such legislation is that the provision
of credit for housing has been threatened by instabilities in
the money market and by competition from a widening variety of
alternative financial instruments that are competing for the
supply of private savings.
In 1966, 1969 and again in the 1973-74 period, there
was severe "disintermediation" at banks and thrift institutions.
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This ten cent word, "disintermediation", simply means that savings
are flowing out of lending institutions that provide credit for
housing into other financing instruments such as government
bonds that do no provide housing support.
The testimony I have heard this morning from the
representatives of the lending institutions and the general
discussion concerning the housing financing markets suggests
that there is a need for possible reforms to federal regulations
of lending institutions. However, I am concerned that we do
not move too quickly in this area, because we should not disrupt
the fragile balance existing between banks and savings and loans.
Recent disclosures about increasing numbers of banks.and savings
-more-
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and loans that are experiencing financial difficulty suggests
that any additional burdens placed in them may have adverse
impacts for the public in general and the housing industry in
particular.
A related development is the increasing use of "moral
authority" bonds issued by state created housing corporations.
The success of the IAassachusetts housing finance agency and the
New York agency in the mid and late 60's served as a model for
many states to establish similar corporations to assist in
providing badly needed subsidized housing. These corporations
provide the bulk of their financial assistance through bonds
that are sold .on the basis of the moral authority rather than
the full faith and credit of the state to guarantee repayment.
Recently, these financial institutions have had difficulty
raising money in the private capital market, in part, because
the guarantee by-the states are adequate., I suspect that our
newly created Montana housing corporation may have the same
difficulties.
One proposal that is being offered with increasing
frequency in Congress is to establish a federal program that
would lend money to states and cities so that they do not
have to compete against one another in the private bond market.
The ripple effect of the New York City fiscal crisis threatens
to drown the marketability of these bond issues. To support their
marketability,a federal program could be established that would
serve as a secondary market for these bonds. Under such a
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program, each state and city would be given a `line of credit"
similar to the revenue sharing formula, only it would be for
lending and not for grants and aid. Under such a program, a
locality could borrow from the federal government up to that line
of credit for uniform interest rates. Federal loans could be
secured by posting grant receipts to the local government as
collateral.
I'm not sure whether such a program will be implemented
but I do think that it deserves consideration. I would be interested
to know what your reaction is to such a proposal.
Another concept that I have been toying with is the
need to encourage greater use of solar energy to heat homes.
If one thing has been made clear to the American public over the
past three years, it is that our supply of fossil fuels is
limited. Within the next century, it is likely that these
resources will be depleted, and we will have to rely on other
energy sources. I believe that the most sensible thing we can
do is to focus our attention on programs that will rely on
renewable resources, such as the sun and the wind.
My preliminary investigation of the solar energy field
suggests that too much attention is being paid to research and
not enough to development. I have talked with builders who have
successfully installed solar heat. The technology -- although
crude -- is there. For example, there is one house in the
Washington area which required only $10 to heat last year.
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The major problem with solar heat is the very
substantial front-end capital cost. On the average, it costs
between five and ten percent additional to equip a house or.
store with solar heat. tince appraisers tend not to increase
the value of homes equipped with solar heat by the additional
capital cost, many builders are unwilling to convert to solar
heat, because they cannot finance it. To deal with this
problem, I am now considering introducing legislation which
would add an additional ten percent to the housing unit limitations
provided for federal mortgage programs. If enacted, this
additional ten percent should not only cover the cost of providing
solar heat, but should-provide an additional amount of money that
would reduce the equity requirements for builders. Hopefully,
this will serve as an inducement to builders to use solar heat.
Another area that I have been working on is to limit
the amount of interference that the federal government has on
the operation of the free market where that market is operating to
the benefit of the public. The best example I can think of in this
area is the rather onerous requirements established by the Real
Estate Settlment Procedures Act. The RESPA law, passed in 1974,
established extensive paperwork requirements for lenders.
Additionally, it created restrictions such as the twelve day
waiting period for closing, after settlement costs are disclosed
to the buyer. It also required a customized advance disclosure
to buyers on the individual settlements costs.
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In my view, the RESPA act epitomizes the growing power
of the urban and suburban voting block in Congress. Increasingly,
we are seeing federal legislation which seeks to solve urban
and suburban problems with solutions that have nation-wide applica-
bility. Frequently the problems designed to be solved do not
occur in rural areas such as Montana. Instead of being a cure
that is worse than disease, we frequently find that legislation
such as this causes a disease -- namely, red tape strangulation.
Fortunately, Congress has seen the ill of its ways with
respect to real estate settlements. Early this year, Congress
passed and the President signed into law amendments to the RESPA
act which substantially lifted the onerous requirements of the
1974 provisions.
I am hopeful that these hearings will identify other
areas where the federal government has established requirements
that are disfunctional and counter-productive. Once again, any
suggestions you have in this area will be most appreciated.
A final area to touch upon for national consideration
is the subject of tax reform. The recent ction by Congress to
eliminate the oil depletion allowance suggests that no tax
loophole is sacred any longer. The Tax Reform Act of 1975,
which passed the House and is now pending in the Senate, dealt
with such tax revisions as accelerated depreciation. Just as
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in the area of regulation of financial institutions, I think it
is important that we look long and hard at the impact of revising
these tax revisions before we eliminate these tax benefits.-
Specifically, with respect to housing, I think it would be
unfortunate if any actions were taken to reform the tax laws
in a way that would provide further disincentives for housing
productions.
On the other hand, there is consideration being given
to revision of the tax laws that would provide greater tax
benefits for tenants. Under existing law, deductions for property
taxes paid are allowable only for landlords. Except in two states
(Hawaii and California), tenants cannot receive a tax benefit,
despite the fact that the costs of these taxes are usually passed
on to them by the landlords.
Once again, though, I think care should be taken to
make sure that efforts to provide greater equity do not impair the
ability of the national housing industry to supply the housing
needs of Americans -- both rural and urban.
Montana Housing
Our state's population in the past has lagged behind
the national rate. However, in the past few years we have moved
to close part of that gap. From 1960 to 1970, Montana grew by
less than 3 percent, as compared to a national rate of more than
13 percent. Our 1975 population of nearly 3/4 of a million was
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almost 8 percent above our 1970 population, while the national
population grew by less than 5 percent during that same period.
Our state's economic situation, as measured in per
capita income, showed a somewhat faster growth rate than the
population rate, although we still remain well below the
national average. In 1974, the per capita income in our state
was less than $5,000 -- a figure that was nearly $500 below the
national average.
The failure to catch up more quickly may be attributable
in part to the greater unemployment that Montana has suffered in
the past few years. In January 1974 our unemployment was 8.5
percent, as compared to a national rate of 5.2 percent. Although
national unemployment briefly surpassed our state unemployment
during 1975, the most recent statistics show that once again
the familiar pattern has emerged where we have a greater pecentage
of our people unemployed than the national average. What disturbs
me is that the figures for the Western District are invariably
higher than for the state as a whole. If past indicators are
any guide, I suspect that unemployment in the Western Congressional
District is in the neighborhood of 13 percent this very moment.
An important part of the employment in our state results
from local and national construction. In 1973 contract construction
employed approximately 6 percent of all non-agricultural workers
in this state. The lumber and wood products industry, which
supplies the nation's construction industry, employed over
4 percent of Montana's workers in 1973, and many times that
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number in the Western counties of our state. Yet, nationally,
less than one percent of our country's workers are devoted to
timber products.
These construction-related industries did not
participate in the growth in employment, but rather contributed
to the unemployment problems. Labor and wood products industries
whose fortunes are closely tied to the depressed national housing
construction industry, lost 1,400 workers, with employment
dropping from 9,700 in 1973 to 8,300 in 1975. What these
figures do not reflect is the substantial reduction in real
current income for those employees who manage to keep on the
job but were not able to work as many hours as they had during
the high production construction years in the early 1970's.
I could go on at length about state housing statistics,
but many of them have been enumerated in presentations made
this morning by the various housing providers. I would only
reemphasize that a substantial number of our housing units
in the state are substandard. Of the 240,000 units in 1970,
according to the U.S. Census, approximately 9 percent lacked
some or all plumbing facilities and nearly 10 percent housed
more than one person per room.
I could provide further data on the failure of federal
housing programs to meet the needs of Montanans, but that data
has also been supplied in earlier comments. Invariably, these
statistics show that the housing demand is far greater than
available federal allocations, and all too often the allocations
are not fully utilized.
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Concluding Remarks
It may be a truism,'but housing is basic and does
deteriorate. And populations do grow.
The short of the matter is that we need to have more
decent, safe and sanitary housing at reasonable prices in Montana.
Nationally, the median purchase price for a single family home is
$44,000 -- an amount that less than 1 out of 5 families can
afford.
Although the national housing industry has begun to
rebound, much more needs to be-done. Even if housing starts
reach the optimistic level of 1.5 million units in calendar year
1976, we will still be far below that level needed to adequately
house our national population. Moreover, there still will be
inadequate-demand to get all able-bodied Montanans back to work
in housing related jobs..
This conference supplies us with a good beginning in
outlining what Montana's housing problems are, and identifying
federal solutions to those problems.
I want to thank you again for coming to meet with me
today and I do look forward to receiving continued advice from
you on what steps the Congress should take or-avoid taking to
deal satisfactorily with our housing needs.
Thank you again for coming, and let's get on with the
conference.
